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REPLY COMMENTS OF
VALOR TELECOMMUNICATIONS ENTERPRISES, LLC
CONCERNING THE FEDERAL-STATE JOINT BOARD ON UNIVERSAL
SERVICE’S RECOMMENDATIONS FOR INTERIM HOLD-HARMLES SUPPORT

Valor Telecommunications Enterprises, LLC (VALOR), by its attorneys, hereby replies
to certain comments filed on the Recommended Decision of the Federal-State Joint Board on
Universal Service concerning hold-harmless universal service support.' VALOR is a newly
formed holding company whose wholly-owned subsidiary operating companies have purchased
various exchanges in Oklahoma, New Mexico and Texas from GTE Southwest Incorporated
(GTE). The exchanges in Oklahoma and Texas currently receive hold-harmless support. The
recommendations of the Joint Board, therefore, will have a direct effect on the operations of
VALOR.

In the Recommended Decision, the Joint Board proposes: (a) that Long Term Support
(LTS) be maintained under the current rules until the Commission considers appropriate reforms
for LTS; (b) that the Commission phase down the balance of interim hold-harmless support,
excluding LTS, through $1.00 reductions in average monthly, per line support beginning January

1, 2001, and every year thereafter; and (c) recommends against phasing down interim hold-

! ' Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Recommended
Decision, FCC 00J-1, released June 30, 2000 (Recommended Decision).
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harmless support that is transferred to a rural carrier when it acquires exchanges from a non-rural
carrier. The Joint Board recommends that such transferred interim hold-harmless support should
be maintained “until the Commission completes a review of the rule governing the transfer of
universal service support or until rural high-cost reform is complete.”?

In these reply comments, VALOR supports the position of the Verizon telephone
companies (Verizon) and Sprint Corporation (Sprint) that the Commission should not phase out
hold-harmless support at this time. If, however, the Commission decides to phase out hold-
harmless support for non-rural carriers, then, at a minimum, VALOR supports those commenters
who argue that hold-harmless support should not be phased out for rural carriers that purchase
exchanges from non-rural carriers.

HOLD HARMLESS SUPPORT
SHOULD NOT BE PHASED OUT AT THIS TIME

In their comments, Verizon and Sprint argue that it is premature to phase out hold-
harmless support at this time. As demonstrated by the companies, the Commission’s use of a
proxy model to determine universal service high cost support for non-rural carriers will be
reviewed by the Supreme Court and the high cost support mechanism for rural carriers has yet to
be determined. Accordingly, there is great uncertainty concerning the amount of federal high
cost support and, ultimately, the amount of high cost support that the states may have to
contribute. Because of this uncertainty, and to ensure that high cost support is sufficient as

required by the Act, VALOR agrees with Verizon and Sprint that the Commission should

maintain hold-harmless support for non-rural carriers at this time.

See Recommended Decision at 3.




HOLD-HARMLESS SUPPORT SHOULD BE MAINTAINED
FOR EXCHANGES TRANSFERRED TO RURAL CARRIERS

If, however, the Commission decides to phase out hold-harmless support for non-rural
carriers then, at a minimum, hold-harmless support should be maintained for exchanges
transferred to rural carriers. In its decision, the Joint Board recommends that interim hold-
harmless support for exchanges transferred to rural carriers should not be phased down following
transfer until the Commission: (1) reexamines the operation of Section 54.305 of its rules; or (2)
reforms the high-cost mechanism for rural carriers. Under Section 54.305 of the Commission’s
current rules,’ per-line support for a transferred exchange remains equal to the per-line amount of
support that the seller was eligible to receive prior to the transfer. VALOR supports the Joint
Board’s recommendation on this issue.

This Recommended Decision is in keeping with the requirements of the Communications
Act and the Commission’s past actions in ensuring adequate universal service support for rural

areas. In its Universal Service Order,* the Commission did not adopt a forward-looking

mechanism for rural carriers in recognition that, compared to large incumbent local exchange
carriers (ILECs), rural carriers serve fewer subscribers and more sparsely populated areas, and
do not generally benefit from economies of scale and scope. The Commission also found that
because universal service support is a large share of revenues of many rural carriers, any sudden
change in the support mechanisms could disproportionately affect rural carriers’ operations. In
addition, the Commission stated that rural carriers would “shift gradually” to a forward-looking

economic cost methodology to allow them ample time to adjust to any changes in the support

} See 47 CFR § 54.305.

4 Federal-State Joint Board on Universal Service, Report and Order, CC Docket No. 96-
45, 12 FCC Rcd. 8776, 8936 (1997) (Universal Service Order).




calculation.” Moreover, the Commission further acknowledged that rural carriers need different
treatment in the Price Cap CALLS Order, in which companies like VALOR, with very low
teledensities, were afforded a slightly higher switched composite rate benchmark.®

A different treatment for rural carriers in the context of the phase-out of hold-harmless
support is entirely appropriate for the same reasons. Continuation of the hold-harmless support
in this circumstance also will help promote the universal service principle of ensuring that rural
customers have access to telecommunications services that are reasonably comparable to those
services provided in urban areas and that are available at reasonably comparable rates.’

This recommended action also would not frustrate any Commission goal. Although the
Commission has expressed concern about the size of the high cost fund, maintaining hold-
harmless support for rural carriers that acquire exchanges from non-rural carriers will not
increase the size of the fund. In any event, hold-harmless support is an interim measure that will
end when the Commission completes review of Section 54.305 or when rural high-cost reform is

complete.

’ 1d.

¢ See Access Charge Reform, Sixth Report and Order in CC Docket Nos. 96-262 and 94-1
Report and Order in CC Docket No. 99-249 Eleventh Report and Order in CC Docket No. 96-45,
FCC 00-193 (rel. May 31, 2000) (CALLS Order) at 177.

7 47 USC § 254(b)(3).




HIGH COST SUPPORT
SHOULD NOT BE LIMITED BY SECTION 54.305

In the Recommended Decision, the Joint Board also expresses its concern with the
operation of Section 54.305. Specifically, the Joint Board states that the rule has “negative
consequences” with regard to transfers of exchanges between carriers that are not both receiving
support based on the forward-looking mechanism because it “prevents the acquiring carrier from
receiving an amount of support related to the costs of providing supported services in the
transferred exchange.”® The rule also requires the carrier to keep separate books of account.
VALOR agrees with the Joint Board that Section 54.305 should be reexamined because of the
negative impact of preventing an acquiring carrier from receiving support based on its costs of

providing supported services.

See Recommended Decision at §20.




CONCLUSION
Based on the foregoing, VALOR urges the Commission to maintain hold-harmless
support for non-rural carriers at this time. At a minimum, rural carriers who have purchased
exchanges from non-rural carriers should receive the hold-harmless amount of universal service
support upon acquisition of such exchanges. Furthermore, VALOR urges the Commission to
reduce the harmful effective of limiting the high cost support for acquired exchanges by
eliminating Section 54.305.

Respectfully submitted,

VALOR TELECOMMUNICATIONS
ENTERPRJSES, LLC
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By: <~
Benjamin H/Dickens, Jr.
Mary J. Sis
Its Attorneys

Blooston, Mordkofsky, Jackson & Dickens
2120 L Street, NW — Suite 300
Washington, DC 20037

(202) 659-0830

Dated: August 28, 2000




CERTIFICATE OF SERVICE

I, Althea B. Pierce, do hereby certify that on this 28th day of August, 2000, a copy of
the foregoing reply comments was either hand-delivered or served by first class United

States mail, postage prepaid, to the parties listed below:

Larry Fenster

WorldCom, Inc.

1801 Pennsylvania Avenue, NW
Washington, DC 20006

Richard A. Askoff

Joe A. Douglas

Senior Regulatory Manager

National Exchange Carrier Association
80 South Jefferson Road

Whippany, NJ 07981

Margot Smiley Humphrey

National Rural Telecom Association
1150 Connecticut Ave., NW
Washington, DC 20036

L. Marie Guillory

Daniel Mitchell

National Telephone Cooperative
Association

4121 Wilson Boulevard, 10th Floor

Arlington, VA 22203-1801

Lawrence E. Sarjeant

Linda L. Kent

Keith Townsend

John W. Hunter

Julie E. Rones

United States Telecom Association
1401 H Street, NW — Suite 600
Washington, DC 20005

Richard A. Beverly
General Counsel

1333 H Street, NW

7th Floor, East Tower
Washington, DC 20005

Paul J. Feldman

Flethcher, Heald & Hildreth, PLC
1300 North 17th Street

11th Floor

Arlington, VA 22209

Glenn H. Brown

McLean & Brown

9011 East Cedar Waxwing Drive
Chandler, AZ 85248

Jay C. Keithley

Rikke K. Davis

Sprint Corporation

401 9th Street, NW
Suite 400

Washington, DC 20004

David Cosson

Kraskin, Lesse & Cosson
2120 L Street, NW, Suite 520
Washington, DC 20037

Gail L. Polivy

GTE Southwest Incorporated
1850 M Street, NW
Washington, DC 20036

George N. Barclay

Michael J. Ettner

General Services Administration
1800 F Street, NW, Room-4002
Washington, DC 20405



Veronica M. Ahern

Nixon Peabody LLP

401 Ninth Street, NW — Suite 900
Washington, DC 20004-2128

Mark C. Rosenblum

Judy Sello

AT&T Corp.

Room 1135L2

295 North Maple Avenue
Basking Ridge, NJ 07920

Joe D. Edge

Tina M. Pidgeon

Courtney R. Eden

Drinker Biddle & Reath LLP
1500 K Street, NW — Suite 1100
Washington, DC 20005

Michele C. Farquhar
David L. Sieradzki
Ronnie London

Hogan & Hartson, L L.P.
555 13" Street, N.-W.
Washington, DC 20004

Joseph DiBella

Michael E. Glover

Edward Shakin

1320 North Court House Road
Eighth Floor

Arlington, VA 22201

Dorothy Atwood, Chief

Common Carrier Bureau

Federal Communications Commission
445 12™ Street, S.W. — Room 5-C450
Washington, DC 20554

Irene Flannery, Chief

Accounting Policy Division

Federal Communications Commission
Federal Communications Commission
445 12™ Street, S.W. — Room 5-C450
Washington, DC 20554

Sheryl Todd

Accounting Policy Division

Common Carrier Bureau

Federal Communications Commission
445 12th Street, SW -- Room 5-B540
Washington, D.C. 20037

International Transcription Service, Inc.

1231 20th Street, N.W.
Washington, D.C. 20037
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